98   Sickness in Small Scale Industrial Sector
Most of the small-scale industries in India depend on
outside funds because of the fact that entrepreneurs come from
the middle income groups with a desire to realise their ideas
of starting an industry by availing government encouragement,
self-employment schemes, technocrat entrepreneurs schemes
etc. Therefore, it is reasonable to expect that the current
assets should be equal to current liabilities, If current assets
are less than current liabilities over a period of time, it is not
a sign of good health. If a low current ratio is due to conti-
nuous losses, it is a sign of sickness. The validity of this
standard depends upon the composition of current assets and
and current liabilities and the nature of each component in
relation to the liquidity of the asset. Because current assets
may be more due to excess inventories which leads to the
blocking of funds, the quality of the inventories may deteriorate
which affect the production process in the firm. This ratio
can be seen along with the ratio of stock / sales which gives a
clear idea of the short-term solvency of a unit.
Current Liabilities / Total Assets
This ratio can be computed by dividing the total current
liabilities by the total assets. Total assets are the sum of all
the assets after deducting intangible and fictitious assets.
A higher trend of this ratio reveals increasing current
liabilities in relation to the total assets which indicates the
inability of the firm to meet its short-term obligations so that
a higher trend discloses increasing dependence on external
funds to meet short-term requirements. This ratio should be
studied along with the current ratio which gives a clear idea
as to the position of liabilities. A higher ratio weakens the
fixed capital base of a firm.
It is difficult to establish a standard ratio for all indus-
tries because the position of current liabilities and assets
depends upon the seasonal character of an industry which is
not uniform to all industries.
The Ratio of Current Assets to Total Assets
This ratio is calculated by dividing current assets by
total assets.